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SUBJECT: EXIM BANK FINANCING STERLIN AIRWAYS 
AIRCRAFT PURCHASE 

REF: STATE 305333, DECMEBER 31, 1975 

SUMMARY: DISCUSSIONS WITH STERLING AIRWAYS PROVIDED 
BACKGROUND INFORMATION ON THE DISPUTE WITH SNIA. WHILE 
STERLING HOPES TO REACH AN AMICABLE SETTLEMENT WITH SNIA 
IN TWO MONTHS AND DOES SEEM TO FAVOR PURCHASE OF THE 
BOEINGS, THE POSSBILITY OF THE DISPUTE GOING TO COURT 
OR ARBITRATION OR A DECISION TO PURCHASE THE SNIA AIRBUS 
AIRCRAFT CANNOT BE RULED OUT. END SUMMARY. 

1 . AAGE JACOBSEN, MANAGER OF STERLING ECONOMIC DEPARTMENT, 
PROVIDED EMBOFF FOLLOWING BACKGROUND INFORMATION, SOME OF 
WHICH EXIM MAY ALREADY HAVE: 

A. THE SIX CARAVELLES WERE GROUNDED FROM JUNE 6 
TO 29, 1975. DURING THIS PERIOD OF HEAVY TOURIST 
TRAFFIC STERLING RENTED OTHER AIRCRAFT. THE RENTAL 
COST IS PART OF CLAIM AGAINST SNIA. 
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B. SNIA IS UNDERTAKING RESKINNING OF THE 
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STERLING CARAVELLES, THREE AT A TIME, AT A COST OF 
MORE THAN ONE MILLION DOLLARS EACH, WHICH IS BEING 
BORNE BY SNIA. 

C. REMAINING CARAVELLES STILL BEING OPERATED 
WITH FREQUENT, THOROUGH INSPECTION REQUIRED. 

D. STERLING DID NOT ACCEPT SNIA OFFER OF NO 

CHARGE LOAN OF TWO AIRBUS AIRCRAFT, BECAUSE, ACCORDING 
TO JACOBSEN, STERLIN IS NOT RPT NOT SET UP 
TECHNICALLY TO USE THE AIRBUS. 

2. JACOBSEN INDICATED THAT A SETTLEMENT SATISFACTORY 
TO STERLING COULD BE REACHED WITHIN TWO MONTHS. IF 
NOT, THE DISPUTE WOULD THEN GO TO COURT OR ARBITRATION. 
IN DISCUSSING PROSPECTS FOR A SETTLEMENT WITH SNIA, 

HE STATED THAT SNIA MUST BE FLEXIBLE AND MUST RESOLVE 
THIS DISPUTE IN A SATISFACTORY MANNER IF THEY ARE TO 
REMAIN COMPETITIVE. HE ADDED THAT THEY HAVE NOT BEEN 
"TOO GOOD" TO DEAL WITH IN THE PAST. HE POINTED OUT 
THAT IT WAS FRENCH LAW ITSELF RATHER THAN A 
CONTRACTUAL OBLIGATION WHICH OBLIGATED SNIA TO RECTIFY 
THE CARAVELLE MATERIALS FAILURE. JACOBSEN SPECULATED 
THAT IF THIS PROBLEM HAD ARISEN WITH AIRCRAFT PURCHASED 
ELSEWHERE, BECUASE OF THE TIME LAPSE FROM DATE OF 
PURCHASE, THERE WOULD HAVE BEEN NO RPT NO LEGAL 
OBLIGATION ON THE PART OF THE MANUFACTURER TO 
RECTIFY THE SITUATION AT ITS OWN EXPENSE. ON 
THE OTHER HAND, HE STATED THAT IT TAKES THREE OR 
FOUR TIMES LONGER TO REACH A FINAL SETTLEMENT ON 
SUCH A CLAIM WITH A STATE-OWNED COMPANY, SUCH AS 
SNIA THAN IT WOULD WITH A PRIVATELY-OWNED FIRM. 

3. IN RESPONSE TO EMBOFF QUESTION, JACOBSEN STATED 
THAT STERLING IS SERIOUSLY CONSIDERING THE BOEING 
PURCHASE "DEPENDING UPON CERTAIN CONDITIONS; 

I.E, FINANCING TERMS." HE STATED THAT HE HAS 
NOT RECEIVED ANY INFORMATION ON WHAT THE FINANCING 
TERMS WOULD BE BUT UNDERSTANDS THE INTEREST RATE 
WOULD BF, BETWEEN EIGHT AND ONE HALF AND NINE PERCENT. 
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HE STATED THAT BANK GUARANTEE CHARGES WOULD TOTAL ONE 
AND A HALF PERCENT, MAKING TOTAL FINANCE CHARGES OF 
ABOUT TEN PERCENT. THIS, HE STATED, IS TOO HIGH. 

JACOBSEN INDICATED THAT THE TERMS OF THE COMPETITIVE 
AIRBUS OFFERS ARE CONFIDENTIAL. 

4. JACOBSEN EMPHASIZED THAT STERLING DOES NOT RPT 
NOT WANT SNIA TO KNOW THAT STERLING IS CONSIDERING 
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PURCHASE OF THE BOEING AIRCRAFT, AS SUCH KNOWLEDGE 
MIGHT ADVERSELY AFFECT THE SETTLEMENT WITH SNIA. 

AT THE SAME TIME, HE DID NOT RULE OUT ENTIRELY THE 
POSSIBLITY OF PURCHASE OF THE SNIA AIRBUS AIRCRAFT, 
THOUGH HE DID STATE THAT STERLING CONSIDERS THE 
AIRBUS CAPACITY TO BE IN EXCEESS OF THEIR REQUIRE- 
MENTS ANDIMPLIED THAT THE AIRBUS DELIVERY ONE TO 
TWO YEARS LATER THAN THE BOEINGS WOULD NOT 
RPT NOT BE SUITABLE. 

5. COMMENT: WE BELIEVE THAT STERLING FAVORS 
PURCHASE OF THE BOEINGS FOR REASONS OUTLINED ABOVE. 
HOWEVER, IT WILLL NOT MAKE A DECISION FOR AT LEAST 
TWO MONTHS. PURCHASE OF THE AIRBUS CANNOT BE 
ENTIRELY RULED OUT,( BUT STERING SEEMS TO BE USING 
THEIR POSSILBE PURCHASE MAINLY AS A PLOY TO EFFECT 
A SATISFACTORY SETTLEMENT OF ITS DISPUTE WITH SNIA. 
DEAN 
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